UK have been running down psychiatric in-patient
facilities since the mid-1950s. Non-institutional alternatives have been favoured in policy, if less so in practice, and a comparison of trends shows considerable symmetry between the two countries. Figure 1 shows the number of residents in all types of psychiatric hospitals per 1000 population in both persons. Provision in the UK peaked before each of the two World Wars and again in 1955, while the US peaked in 1946 and again in 1955. The pace of both expansion and contraction was more rapid in the US, so that by 1986 it had just under one in-patient per 1000, compared with around 1.5 in England and Wales.
The decline in in-patient places in each country was led by the public sector. In the US, the state and county mental hospitals shed 80Â°lo of their beds between 1955 and 1983, but continued to account for 53% of all psychiatric beds (Greene eta!, 1986 ). This rapid decline was accompanied by an expansion in other facilities â€"¿ notably in psychiatric units in general hospitals and in a range of community orientated facilities (Mollica & Astrachan, 1991) . The somewhat less rapid contraction in public mental hospitals in England and Wales has not to date prompted anything like the diversity of alternative facilities that is evident in the US. The private sector remains small (Laing, 1989) and the evolution of community mental health centres is still at a relatively early stage (Sayce, 1987) .
These declines in in-patient numbers have been accompanied by major expansions in the numbers of out-patient episodes, and by more rapid turnover of those patients who are admitted. Although the data are collected on a different basis in the two countries (care episodes in the US, attendances in the UK), it is clear that out-patient activity comprises the bulk of service contacts in each. General hospitals have become the setting for the bulk of psychiatric admissions in the US, with shorter lengths of stay offsetting these hospitals' relatively small share of total beds. Direct spending on mental health services (i.e. spending on psychiatric services, not associated services such as nursing homes or other residential care), however, remains focused on the mainly in-patient-orientated mental hospitals: some 70Â°lo of spending in the US (Redick et a!, 1987 (Rice et a!, 1990). In 1960, the UK devoted 0.26% of GDP to mental health services, a figure which remained unchanged in 1970. Although some of the increase to 0.34% in 1980 was due to classificatory changes associated with the National Health Service (NHS) reorganisation in 1974, the 1985 figure of 0.33% showed little change (HMSO, 1985 (HMSO, , 1987b (HMSO, , l987c, 1989a . Thus, although both countries have been spending more indirectly on the mentally ill (such as by maintaining ex-in-patients in nursing homes), direct spending on mental health services has not been cut compared with 1960, despite the sharp reductions in in-patient places. In the US, direct spending rose and fell, while in the UK it has risen to a proportion of GDP which is similar to that in the US. Little attention has so far been given to the reasons why expenditure did not adjust to the reductions in activity in either country. One major factor is that few hospitals have closed: around 10% of state mental hospitals in the US (Greene et a!, 1986) and fewer in the UK. In addition, staff: patient ratios have increased dramatically: in the US state hospitals, for example, the number of staff per patient rose from 0.9 in 1973 to 1.5 in 1983 1.5 in (Greene eta!, 1986 . The English staff: patient ratio increased during the same period to exceed 1.0 in 1986, with staff numbers increasing by 34% (HMSO, 1976 (HMSO, , 1989b .
Very little is, however, known about the deploy ment of staff in psychiatric hospitals. The changed pattern of service provision (fewer beds, shorter stays) is likely to have altered the way that staff work. For instance, the in-patient places that remain may well be filled by more severely ill individuals, while some of the staff employed in these hospitals carry out community-orientated work. Nonetheless, the continued predominance of the hospital, both in terms of spending and of personnel, remains pronounced.
The combination of falling in-patient numbers and unchanged spending has led to rapid increases in unit costs in both countries. The cost per in-patient day in real (inflation-adjusted) terms in both the UK and the US (Rubin, 1990 ) has more than quadrupled in the past 30 years. Although there is no evidence that such concerns led to the growing interest in non institutional alternatives, a number of studies have suggested that such alternatives are at least as cost effective as the conventional in-patient-orientated services (Kiesler & Sibulkin, 1987; Olfson, 1990; Goldman & Skinner, 1990; Muijen et a!, 1991; Raftery, 1991) . These studies suggest that for many patients, equal or better outcomes can be achieved at less cost in treatment regimes that minimise admissions. However, the degree to which some long-term provision of in-patient care will be required remains a matter for debate (Hafner, 1987; King's Fund Consensus Statement, unpublished, 1988) .
UK â€˜¿ reforms'
Since April 1991, the previous planning model in the UK has been replaced by a managed market with separate purchasers and providers, based to some extent on the proposals of Enthoven (1985) . District health authorities (DHAs) and larger general practitioner fund-holding practices continue to be funded by the state, but will be charged with purchasing the most appropriate mix of services for resident populations. Funding will continue to be via national taxes, with DHAs moving towards being funded on a weighted capitation basis.
District health authorities will be free to purchase services from either the public or private sectors. Most NHS provider units (including mental health units) are envisaged to become independent NHS trusts, which will remain under public ownership but with increased control over their own affairs. However, the implications of mental health units becoming self-governing NHS trusts remain largely unknown. To the degree that these will have incentives to retain patients, particularly those long stay patients who guarantee a steady income, the continued run-down of the psychiatric hospitals becomes more difficult to predict. Much will depend on the policy of the local purchasing DHAs. In order to provide â€˜¿ level playing fields' with the private sector, and to focus on their management of capital assets, all NHS provider units will have to pay charges for their capital stock of buildings, land, and equipment for the first time since the inception of the NHS. Capital charges will be made up of 6% return on the capital value plus depreciation (HMSO, 1989b) , and seem likely to absorb between 15% and 20% of the current spending of DHAs (Raftery, 1989; Moore, 1991) . While DHAs will at first be fully funded to pay capital charges in a large circular transfer of monies, over time they will be free to change contracts to providers who have lower total costs.
Each of the 190 DHAs has drawn up contracts with the appropriate range of service providers, initially to reproduce existing service patterns but with scope for change in later years. Given their new objectives and the move towards capitation funding, DHAs will be under pressure to adjust spending in favour of what are believed to be the most cost effective packages of care and treatment. It is claimed that for the first time in the NHS, activity and finance are being brought together in a systematic way. The â€˜¿ Resource Management Initiative', which combines data on costs and hospital activity, has been introduced in six pilot sites and is being â€˜¿ rolled out' to many more. â€˜¿ Health needs asessments' are being developed which are intended to enable purchasers to appraise the most appropriate packages of service for which to offer contracts (Department of Health, 1991).
Contracting for mental health services
While contracting for mental health services will follow the model described above, a number of features are specific to them, such as case definition, the impact of capital charges, and the interface between health and social care.
Case definition
The issues associated with case definition pose particular problems in psychiatry. Diagnosis, even when linked with age, sex, and co-morbidities as in diagnosis-related groups (DRGs), provides a poor guide to the use of resources. There has been little success in identifying prospectively the small number of patients who absorb disproportionately large amounts. While there has been interest in using US-style DRGs for contracting for acute hospital services (perhaps with UK modifications), the exemption of US mental hospitals from remuner ation by DRGs (Mitchell et a!, 1987) has led to caution in their use in the UK. However, the application of the Resource Management Initiative to psychiatric services is continuing, and the more flexible Read classification system ' (Chisholm, 1990) has been purchased by the Department of Health.
Capital charges
Although capital charges will amount in aggregate to between 15% and 20% of the revenue of the average DHA, their impact on the mental health budget may be greater than on acute hospital budgets.
Since capital charges will be heavily influenced by land values, psychiatric hospitals -which often have more land per bed than acute hospitals â€"¿ may face relatively higher charges. Conversely, however, the low capital intensity of the mental hospitals (older buildings, less equipment) would tend to depress the relative magnitudes. Overall, capital charges seem likely to increase unit costs in mental health services by at least 20%, with variations depending on the age and amount of land attached to individual units. Capital charges will raise the cost of in-patient psychiatric health services compared with ambulatory care, in which the capital charges associated with in-patient care are instead borne largely by private individuals, in the form of private housing costs. Thus, from the point of view of the purchaser, any superior cost-effectiveness of ambulatory care compared to in-patient care will be enhanced.2
DHAs will not only have the discretion to encourage maximum substitution between in-patient and ambu latory care, but will be able to purchase more services by doing so.
Health and social care
These UK changes may reduce a problem which has been widely cited as preventing DHAs from running down their mental hospitals more rapidly â€"¿ the fragmentation of funding between health and social care. Allocation of responsibilities between DHAs and local authorities and the development of â€˜¿ care management' constitute the main innovations in this respect. Under the new arrangements, DHAs will be responsible for purchasing health care and the local authorities for purchasing social care, including that for the mentally ill. Much will thus depend on the two being able to agree on the boundaries between health and social care. Local authorities, who will be responsible for assessing eligibility for social security payments for residential care, will in turn 1. The Read Classification system automatically codes the various synonyms in common clinical use, in ways which map with the InternationalClassification of Diseases and whichallow variousgroupingssuchas DRG5 to be formed. 2. McGuire(1990) has noted that thesuperior cost effectiveness oftheMadisonDaily Living Program (Weisbrod etal, 1980) wassensitive to the assumptions made about capital costs. be dependent on those payments being set at appropriate levels nationally.
â€˜¿ Care management' was advocated by the influ ential Griffiths report (HMSO, 1987a ) as a means of keeping patients in contact with services after discharge from long-stay psychiatric hospitals. Sub sequent legislation mandated a â€˜¿ care management' programme, under which further deinstitutionalisation would require the appointment of a key-worker for each person discharged (Department of Health, 1990) . Hospital closures will be contingent on such arrangements being made. In addition, Department of Health guidance has called for the development of care management of all clients who require complex patterns of care, including the mentally ill.
Although the bulk of these social care changes will not be introduced until 1993, two new policies have been introduced relating to mental health services: the Mental Illness Specific Grant and a scheme of capital funding to facilitate the tran sition costs of deinstitutionalisation (Department of Health, 1990) .
The Mental Illness Specific Grant, which is payable to local authorities on a 70/30 basis, will amount to Â£30 million per annum or around 3% of public spending on mental health services. Given the small amounts spent by local authorities on mental health services, however, the new grant could lead to a considerable increase in the relevant spending by these authorities.
Conclusions
Both the US and the UK have shown more rapid progress in reducing in-patient services than in redirecting resources towards alternative psychiatric services. Direct spending on mental health services remains largely in-patient based and has not fallen with bed numbers. However, the UK changes will make ambulatory rather than in-patient care relatively more attractive, as well as provide incentives for DHAs to purchase the most cost-effective packages of services. Against this, the advent of NHS mental health trusts and continued uncertainty over social care and its funding may provide contrary incentives.
Given the level of funding which the hospital orientated services have received in the UK, the resources currently deployed should be sufficient to begin the process of developing alternative community-orientated services. The challenge will be to ensure that these are developed in conjunction with the local authorities, and in ways that will demonstrably improve the lot of patients who would otherwise have been admitted to hospital.
